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EL SALVADOR: KEY ECONOMIC INDICATORS 
(Millions of Current Dollars) 
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Foreign Sector 
Exports 

Coffee 

Cotton 

Sugar 

Shrimp 13.8 
Imports 1,013.8 
Balance on current account! -292.7 
Balance on capital account 89.5 
Cnange in net international reserves 12.4 
Public sector debt service 2 155.8 304.2 


Central Government 
Current revenues 441.9 595.7 
Current expenses 538.4 667.4 639.4 


Capital expenses 158.1 166.9 205.6 
Overall deficit (before grants) -275.3 -263.8 -249.3 


Money and Prices 
Money supply (M1) 651.3 672.6 748.4 
Private time and savings deposits 646.0 917.2 1,010.1 
Credit to private sector 1,100.2 1,230.4 1,330.8 
Credit to public sector 1,123.2 1,144.7 1,081.2 
Cnange in consumer prices 11.7 11.7 22 


1/ Excludes U.S. balance of payments transfers. 


2/ Medium and long tem external public debt of the Central Government, 
official autonomous institutions and the Central Bank. 


N.B. Estimates for GDP for 1984 and 1985 in current dollars were obtained 
as follows: 1984 GDP = 1983 GDP x real GDP % growth in 1984 x 4 percent 
U.S. inflation rate in 1964; 1965 GDP = 1964 GDP x real GDP % growth 1985 x 
3.8 percent U.S. inflation in 1985. Figures for Central Government accounts 
and money and prices for 1964 and 1985 estimated as follows: 1964 = 1983 (as 
base year) x rate of increase in real terms for 1984 (current colones 
Givided by average purchasing power) times 3.8 percent U.S. inflation rate 
for 1964. Same forma was used for 1985, with 1964 as the base. 





SUMMARY 


In 1985 the trend of positive but modest growth continued for its second 
year. The 1.6 percent growth rate was fed mainly by investment in 
construction and a strong boost from foreign assistance. An official 
exchange rate of 2.5 colones was maintained alorg with a parallel rate that 
devalued from 4.05 colones to 4.85 colones by year-end. The majority of 
exports and imports were on the parallel market by the end of December. A 
thriving black market aleo continued. The pDalance of payments trade account 
deteriorated to $304 million. However, large transfers and surplus on the 
official capital account permitted an overall payments balance of zero. The 
fiscal deficit improved from 6.2 percent of GDP in 1964 to 5.5 percent in 
1985 (before grants). Current revernmes grew more than expenditures, 
although capital expenditures increased substantially. The money supply 
grew 32 percent and credit from the banking system to the private sector 
grew 26 percent. These factors fed an inflation rate of 22 percent. 
Economic growth was insufficient to make a dent in unemployment, which went 
up to 33 percent. Neither puplic sector nor minimum wages were increased. 


Initial forecasts for 1986 call for 2 percent growth in the economy, a 
slowing of the inflation rate, amd a reduction in the budget amd external 
accounts deficit. The improved performance is largely due to an economic 
stabilization program introduced in January 1986, plus high coffee and low 
petroleum prices. 


U.S. exports to El Salvador were up slightly to $396 million. Major exports 
include grains, edible oil, agrochemicals and medical equipment. U.S. 
imports from El Salvador rose to $413 million. Salvadoran exports are 
Gominated by traditional exports, such as shrimp, coffee, and sugar, but 
non-traditional exports are also beginning to catch on. Foreign investors 
are showing interest in a mumber of non-traditional areas, especially 
aquaculture, agriculture, amd drawback or production-sharing industrial 
activities (Section 806/807). Total U.S. investment is about $87 million, 
or 48 percent of total foreign investment. OPIC insurance is available, and 
a new export promotion law offers incentives. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production and Output 

El Salvador's gross domestic product grew 1.6 percent in 1985, marginally 
better than the 1964 growth rate of 1.5 percent. Depressed agricultural 
production, largely caused by unfavorable weather, was balanced by strong 
recovery in the construction sector and growth in manufacturing. Continued 
growth in U.S. economic assistance also contributed to the increase in GDP. 


If one assumes a 2.8 percent natural population growth rate, real economic 
growth per capita fell 1.2 percent during 1985. After correcting for large 
emigration flows, the GOES estimates net population growth rate of about 
1.5, which would offset the gain in GDP, for a per capita GDP change of zero 
in 1984 and 1985. Om a cumulative basis real per capita income in 1985 had 
fallen to about 67 percent of its 1978 level. 
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Real, private, fixed capital formation contimed its fourth year of growth, 
increasing 19.4 percent from 1984 to 1985. Consumption aleo grew 2.3 
percent. Public sector investment, however, fell 11.1 percent during 1985. 


Output in Key Sectors 


riculture: The agricultural sector remains the largest sector of the 
economy, contributing about 24 percent of the country's GDP and over three 
quarters of total exports. Agricultural production suffered a 2.4 percent 
Gecline in 1965, largely because of heavy rains in the immediate pre-harvest 
pericd. In addition to weather problems, production of coffee and cotton 
has exhibited a declining trend since 1979. Low domestic prices for coffee 
amd low world prices for cotton, as well as guerrilla disruptim in 
cotton-growing areas, have contributed to the falling output of these tw 
key crops. 


Manufacturing: Manufacturing is the second largest contributor to GDP and 
accounts for 17.5 percent of the country's total output. Manufacturing 
output rose 4.5 percent during 198. Almost half the value added in 
manufacturing comes from food processing. Beverage production (14 percent), 
petroleum refining (5 percent), and production of wooden articles, plastics, 
and topacco (each 4 percent) were aleo significant. 


Construction: The construction sector surged in 1985, up 12 percent, 
compared with a 5.7 percent decline in 1984. Residential housing starts 
were up 42 percent over the previous year. The total area constructed 
(546,430 equare meters) was almost double the extremely low results of 
1984. Production and consumption of cement also grew about 21 percent. The 


sharp upturn probably reflected high inflationary expectations. 


External Sector 


Trade Deficit: The worsening trend in the trade account of the balance of 
payments, which began in 1984, accelerated in 1985 to a gap of $304 
million. This represents an increase of $52 million over 1984. Exports in 
1985 were down $16 million to $710 million. Imports rose $46 million to 
$1,013 million. Imports increased mainly in consumer and intermediate 
goods, with capital goods only gaining $4 million. 


Coffee exports, which represented 63 percent of total exports, remained at 
about the 1964 level. Higher coffee prices in the last quarter offset lower 
volume. Cotton exports increased, due to sale of stocks from 1984 following 
the cotton cooperative's realization that declining world prices would 
persist. (The 1985 harvest was a disaster). The level of sugar exports 
remained about the same. Shrimp exports dzopped, owing largely to a 
prolonged strike and to a decline in the resource. Some illegal exports of 
shrimp to neighboring countries continued to occur. The biggest drop in 
exports (20 percent) was registered in Central American Common Market (CACM) 
trade. Exchange rate differences among the countries and payments problems 
wersened to produce only $120 million in CACM exports. 
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Current Account: The current account improved by $2 million to $89 million. 
Tne slight improvement resulted from a $37 million increase in net 
transfers. Only a small part of the family remittances sent by Salvadorans 
living abroad are included by the Central Bank in transfers. Virtually no 
remittances go into the banking system. An imputed value for remittances is 


based on their financing of imports from these dollars bought on the black 
market.. 


Capital account: The capital account went up by $24 million to a net $90 
million. The increase was based on a $30 million increase in official 
capital disbursements and a $12 million turnaround (minus 4 to plus 8) in 
private sector flows. Net official capital flows increased, as bilateral 
and multilateral lending went up and an effort was made to speed up 
Gisbursements on projects in the pipeline. Only net bank capital decreased 
further by $17 million to minus $39 million. The overall balance of 


payments deficit improved from a minus $26 million in 1984 to a zero balance 
in 1985. 


Foreign assistance: Foreign assistance continued to play a vital role in 
maintaining some growth amd equilibrium in the Salvadoran economy, 
especially in the balance of payments. Grants to El Salvador were $357 
million (of which $310 million came from the U.S.). Net official loan 
disbursements were $131 million (of which $88 million were U.S.). The 
second largest source of foreign lending after the U.S. was the 
Inter-American Development Bank. Tne World Bank sent a mission during the 
year, amd a favorable report is likely to result in renewed lending in late 
1986 or early 1987. Tne United Nations provided numanitarian assistance. 
Tne Canadian, German, other European governments and the EEC provided 
concessional loans and export financing in modest amounts. 


In addition to grant aid the U.S. provided export financing of $85 million 
short-term and $10 million medium-term credits through the Export-Import 
Bank. Tne U.S. Commodity Credit Corporation provided credit lines of $21 
million for agricultural commodity exports. There was no International 
Monetary Fund program in El Salvador during 1985, but IMF Article IV 
consultations took place in August. 


e rates: Throughout 1985 the Government maintained a dual exchange 
rate. The official rate of 2.5 colones to one U.S. dollar applied to coffee 
exports and to imports of medicines, wheat, edible oil, agrochemicals, and 
Gebdt payments. The parallel rate was pegged at various values during the 
year from about 4 to 4.85 to one U.S. dollar. A black or free market also 
Operated. The price of dollars on the Diack market increased from the five 
to six range to over eight in October-November and then dropped again in 
December to about six colones to one U.S. dollar. 


International reserves: Net international reserves increased by $34 million 
in 1985 to a total of $163 million. Gross international reserves were $439 
million at year-end. Arrearages in international payments grew during the 
year to $93 million. Debt service payments were $304 million, or 43 percent 


of exports. The total public sector external debt was $2.0 billion as of 
December 31, 1985. 





Fiscal Sector 


Fiscal Operations: The Central Government's consolidated budget deficit on 
the ordinary and extraordinary budgets before foreign grants narrowed in 
1985 to the equivalent of $249 million. As a percentage of GDP, the deficit 
(before grants) fell from 6.2 percent in 1964 to 5.5 percent in 1985. 
However, less foreign assistance was available for direct budget support and 
the after grant deficit actually widened slightly in 1985. Just under half 


the deficit after grants was financed by net external borrowing, and the 
balance came from net domestic borrowing. 


Current revenues increased 22 percent. Three factors contributed to the 
higher reverme yields. A tax package was introduced in August 1985 which 
increased the stamp tax rate on certain types of transactions and increased 
receipts of import taxes by using the paralle] market exchange rate instead 
of the official market rate as the basis of assessing many import duties. 
Collection of overdue coffee taxes from 1983 and 1984 also boosted 1985 
revenues. Increased inflation during 1985 also generated higher revenues 
from ad valorem taxes. Current expenditures grew 12 percent in 1985, 
largely because of an increase in public sector wages approved in mid-1964 
and pecause of the increase in the size of the armed forces. Capital 
expenditures rose 44 percent. The bulk of capital expenditures was financed 
through foreign assistance. 


Monetary ie and Investment: Cash and sight deposits (M,) grew 38 
percent in 1985. Other deposits grew 27 percent, resulting in growth in 
liquidity (M2) of 32 percent for a total stock of 5,675 million colones. 


Credit from the state-owned commercial banking system to the private sector 
grew 26 percent or $350 million. Bank credit to the public sector grew nine 


percent, or $94 million. (All figures were converted at 2.5 colones per 
Gollar). This increase in liquidity caused growing demand pressure and was 
reflected in price inflation and upward pressure on the exchange rate. The 
GOES continued to follow a developmentalist approach to interest rates by 
setting them administratively. Given the high inflation in 1985, a 12.5 
percent rate on 180-day certificates of deposit was negative in real terms. 


Tne rate of capital formation grew by 7.8 percent in 1985. Private 
investment grew 19.4 percent and public investment dropped 11.1 percent. 
Housing accounted for the increase in total private investment. The 
coefficient of fixed investment to GDP was 11.7 percent, compared to 19 
percent in 1978. Domestic savings grew 22 percent in current clones, or 


virtually no growth in real terms, and amounted to about $487 millim 
current dollars. 


eet Wages, and Prices: Unemployment in El Salvador is estimated at 
percent 1985. In spite of positive growth of the economy in 1984 ani 
1985 the unemployment rate did not decline, because the population growth 
rate exceeded economic growth. If underemployment is added, the combined 
figure for unemployment and underemployment is over 50 percent. In the 
eastern part of El Salvador unemployment is more severe owing to the 
destruction and uncertainty related to activity of Marxist guerrillas and 
large numbers of displaced persons. 
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Neither minimm wages nor public sector wages increased in 1985, but at 
year-end the GOES agreed to increase wages by 12 percent for public sector 
employees to begin January 1, 1986. The minimum wage for a mle worker in 
manufacturing in San Salvador was 13 colones per day (about $2.68) and for a 
comparable agricultural worker was 5.2 colones (about $1.07). The estimated 


monthly salary of the average public sector employee was 1,100 colones 
(about $226.80). 


Tne Consumer Price Index (CIP) snowed inflation of 22 percent in 1985 using 
the montnly averaging method and 31 percent measured from the beginning of 
the year to year-end. Housing and apparel showed the biggest increases in 
tne CPI, followed by food. The Government controlled prices in 1985 of some 
basic consumer goods and services, including corn, beans, rice, powilered 
milk, cooking oil, medical costs, rents for low-income housing, petroleum 
products, propane gas, and cement. The Government also sets producer prices 


for coffee and sugar and establishes minimm guarantee prices for basic 
grains. 


EQONCMIC OUTLOOK FOR 1986 


Tne economy in 1986 may achieve a growth rate of up to 2 percent, which 
would be the highest rate of growth since 1978. Tne inflation rate should 
decline somewhat (to 20 percent), and the fiscal deficit should be reduced. 
The trade and current accounts on the balance of payments are expected to 
improve. Exports should increase py $60 million to $790 milli, and 
international reserves should accumulate. The major reason for the modest, 
but continued improvement in the economy is the announcement on January 21, 
1986, by President Duarte and his Cabinet of a much needed economic 
stabilization program. Other reasons for optimism are the high price of 
coffee exports and low price of petroluem imports. All sectors of the 
econcay should participate in the growth, but agriculture will be the 
leader. Basic grains production will increase slightly, and cotton and 
cattle will increase moderately. Coffee volume will § recuperate 
substantially, and sugar will remain stable. 


The economic stabilization program consisted of a coherent package of 
measures to restore equilibrium to the economy and lay the basis for 
growth. The fiscal deficit is to be reduced by an additional 15 percent ad 
valorem tax on coffee exports, a high selective consumption tax on 
non-essential imports, and by taxing state companies. The exchange rate was 
unified at five colones per dollar for all transactions. There is a 
one-year prohibition on imports of non-essential goods. To stimulate 
savings, interest rates were raised 2.5 percent to 15 percent on 180-day 
deposits and other saving amd lending rates were adjusted accordingly. The 
target for monetary and credit expansion is 18 percent to ease pressure on 
the price level and exchange rate. Public sector wages were increased 150 
colones per month on January 1, 1966, and minimm wages in the San Salvador 
industrial sector were raised 15.4 percent. The GOES recommended that the 
private sector raise wages also. Price controls were extended to cover a 
larger basic pasket of goods, and temporary price freezes were put on a 
mumber of essential items, such as medicines and toilet articles. 





IMPLICATIONS FOR THE U.S. 


Pr for U.S. ters 

From 1 to l U.S. exports to El Salvador increased by four percent to 
$396 million. This import level is far below the Salvadoran market's 
potential. Because of the war, most agricultural and industrial activities 
remain Gepressed, and capital equipment replacements are often deferred. As 
the Salvadoran economy continues to improve, Salvadoran imports of U.S. 
goods will accelerate. 


American exporters dominate several important import categories, including 
grains, animal and vegetable oils, fertilizer, and medical equipment and 
supplies. Excellent opportunities also exist for exporters of machinery and 
equipment for the agricultural, aquacultural, food processing, electric 
power generation and distribution, and construction sectors. 


U.S. economic assistance to El Salvador has been a key source of dollars for 
imports. Because of the U.S. Government's strong commitment to Central 
America in general and El Salvador in particular, U.S. Government budgetary 
restrictions are likely to affect Salvador less than other countries. The 
U.S. Agency for International Development (AID) provides balance of payments 
assistance which requires procurement from the U.S., Central American 
beneficiary nations of tne Caribbean Basin Initiative, and - for petroleum 
products only - from Venezuela ami Mexico. U.S. AID's Public Services 
Restoration Project furnishes dollars for the purchase and repair of 
electrical power equipment and other infrastructure needs. The Public Law 
480 food program and GSM-102 credit guarantee program of the U.S. Commodity 
Credit Corporation finance the bulk of U.S. agricultural exports to El 
Salvador. Tne U.S. Export-Import Bank also provides financing for the 
export of U.S. goods to El Salvador. By providing some relief to the 
serious foreign exchange and credit shortages in El Salvador, these credit 
and assistance programs augment U.S. exporters’ competitive edge. 


LEADING U.S. EXPORTS TO EL SALVADOR, 1982-85 
(Thousands of U.S. dollars) 


1962 1983 1984 


Electrical 

articles 38,775 44,235 51,604 
Grains 16,974 22,803 22,073 
Fertilizer 3,832 7,219 6,015 
Vegetable oils 7,960 $,200 14,344 
Animal oils 9,545 12,785 18,591 
Medical Apparatus 
Subtotal 78, 198 87, 202 118,676 


Total all items 264, 426 338, 137 380, 331 


Source: U.S. Department of Commerce 





Prospects for U.S. Importers 


U.S. imports from El Salvador continue to rise; from 1964 to 1985 imports 
increased four percent to $413.1 million. Traditional Salvadoran exports, 
‘like coffee, shrimp, sugar, and beef, remain important in bilateral trade, 
but recent data indicate the growing significance of non-traditional 
exports. U.S. firms with plants in El Salvador manufacture two of these 
products, electrical components and medical instruments, from imported U.S. 
inputs. The success of these enterprises illustrates the investment 
potential in Salvadoran assembly industries. 


U.S. importers are beginning to show interest in El Salvador's fresh 
agricultural products, such as honeydew melons, papayas, tomatoes, 
cucumbers, sesame seeds, amd speciality vegetables (i.e. baby oorn, okra, 
and not peppers). Processed snack foods, cultured shrimp and fish, clay 
roof and floor tiles, amd high-quality handicraft and specialty items, 
including stuffed cloth birds and dolls, nand-emproidered cotton blouses and 
dresses, hand-painted decorative items, and furniture of wicker, cane, 
rattan, and carved wood also offer opportunities for U.S. importers. 


LEADING U.S. IMPORTS FROM EL SALVADOR, 1982-85 
(Thousands of U.S. dollars) 


19€2 1983 1964 1985 


Coffee 166,775 209, 646 198,701 252, 945 
Electrical 

component s 67,533 74,134 95 , 696 58,680 
Sugar 23,750 32,715 30,185 26,699 
Shellfish 27,900 18,176 26,189 21,129 
Medical 

instruments 842 3,961 3,904 6,235 
Suptotal 286, 800 ; ‘ , 


Total all items 324, 095 373,591 397,126 413,107 


Source: U.S. Department of Commerce 


Prospects for U.S. Investors 


El Salvador offers an array of opportunities to the foreign investor. The 
country offers liberal foreign investment laws and a productive, inexpensive 
labor force. In 1985 registered U.S. investment in El Salvador totaled $87 
million. This represented 48 percent of all direct foreign investment in 
the nation. Each of the non-traditional export industries mentioned above 
remain attractive investment opportunities, as do electronic assembly 
Operations. In light of President Reagan's new initiative announced in 
Grenada in February 1986 for textile/apparel “drawback" operations (in which 
cloth pieces from the U.S. are assemled into wearing apparel and enter the 
U.S. virtually quota free), this industry is especially promising. 
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Tne Salvadoran Government recognizes the value of foreign investment and 
seeks to encourage it. A new (March 1986) export promotion law provides 
ten-year income and net worth tax holidays to foreign and domestic firms 
which export more than 25 percent of their production. The law indefinitely 
extends these benefits for firms which export all of their production. 
Tese firms also receive total exemptions from export duties and consular 
fees on imports of machinery, equipment and raw materials for ten years, or 
longer. The law also creates an export registry office which allows 
exporters to fulfill all government paperwork requirements in one location. 


Tne Overseas Private Investment Corporation (OPIC) also helps to encourage 
U.S. investment in El Salvedor. OPIC provides qualified investors with 
insurance against war and expropriation, loan guarantees, and a variety of 
pre-investment and investment-encouragement programs. Many U.S. firms with 
capital in El Salvador have taken advantage of these services. 


INFORMATION SOURCES 
FOR U.S. EXPORTERS, IMPORTERS, AND INVESTORS 
IN EL SALVADOR 


PUBLICATIONS : 


BOLETIN COMERCIAL 
A monthly Spanish language publication of 
trade and investment opportunities 
in El Salvador 
Available tnrough the 
Empassy of the United States of America 
Mailing address: AFO Miami 34023 
Street address: 25 Avenida Norte, No. 1230 
San Salvador, El Salvador 


CSI BUSINESS BULLETIN 
A monthly English Language publication of 

trade and investment opportunities 

in the Caribbean Basin 
Available through the Caribbean Basin Buiness Information Center 

U.S. and Foreign Commercial Service 

U.S. Department of Commerce H3020 
Washington, D.C. 20230 





CONTACT POINTS: 


Investment Department 
Ministry of Foreign Trade - MIC 
Paseo General Escalén 4122 
P.O. Box (01) 19, San Salvador 
El Salvador, C.A. 

Tel. 24-3000, Ext. 18 
Telex: ISCE 20269 


Trade ard Investment Promoting Service (TIES) 
Fundacién Salvadorefia para el Desarrollo Econémico y Social (FUSADES) 
Edificio La Centroamericana, first floor 
P.O. Box 02-278 
San Salvador, El Salvador, C.A. 
Tel. 24-3975 
Telex: 20438 FUSADES 


FUSADES /PRIDEX 
622 Third Avenue, 32nd floor (NESC) 
New York, New York 10017 
Tel. (212) 3709-4155 
Telex: 510-600-6541 
Answer Back: PRIDEX UQ 


Comité de Exportadores de El Salvador (CDEXPORT) 
Calles Roma y Liverpool 
Edificio ASI 
Colonia Roma 
San Salvador, El Salvador, C.A. 
Tel. (503) 24-4019 
Telex: 20235 (ASI) (Atencién COEXPORT) 


Commercial Attaché 
Empassy of the United States of America 
Mailing address: AFO Miami 34023 
Street address: 25 Avenida Norte, No. 1230 
San Salvador, El Salvador 
Tel. (503) 26-7100, ext. 2349 





xporting? Thinking about it? There’s really no 
easy way around the commitment and hard work it 
takes, but here are 10 keys to making your 
international marketing decisions easier and faster. 

The international trade experts at the U.S. 
Department of Commerce know that researching 
your best overseas markets is critical for exporting 
success. That’s why they’re offering you the 
following export services: 


Export Statistics Profiles. Show U.S. 


a export demand, sales trends, and 

highlights most successful products in overseas 

markets. 

Export Overview. Highlights the Export 

m= Statistics Profile in an easy-to-rea 

format. 

Country Trade Statistics. Detail U.S. 
exports for the last 5 years in individual 

reports for each of 150 countries. 

r Custom Statistical Service. Provides 
a export and import data in breakdowns 
you determine for products and countries 
you want. 

sm International Market Research Reports. 
Provide information on market access, 
trade barriers, market size and trends, forecast 


Country Market Surveys. Highlight the 
indepth International Market Research 
Reports in an easy-to-read format. 


International Market Information. 
7 Focuses on special or unique market 
conditions and new trade opportunities. 

my Annual Worldwide Industry Review. 
Provides individual aay ee event 
reports and detailed statistics dealing with 
most promising markets for your industry. 

my Export List Service. 
Lists names of potential customers, 
addresses, telephone numbers, telexes, 


contacts, 
product or service speciality, year established, 
and relative size. 


Comparison Shopping. Gives a report of 
your product’s comparative sshiny in 

a particular foreign market. 

What you pay 


Prices for these low-cost services vary. Send in the attached 
coupon for more information. 


demand, market share figures, best-selling 
products, and end-users. 


(CJ Please send me more information on the 
following export market information services 
(indicate by number) 


CL) Please have a Trade 
Specialist contact me 
with more information. 


Name 


Company Telephone 


Address 


These services are provided by DOC’s 
U.S. and Foreign Commercial Service, 
your global network of trade 
professionals. 


City State 


MAIL TO: U.S. Department of Commerce 
International Trade Administration 
U.S. and Foreign Commercial Service 
P.O. Box 14207 


Washington, DC 20044 
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